CODE OF REGULATI ONS
TI TLE 10. | NVESTMENT.
CHAPTER 7. 72. RURAL | NVESTMENT TAX EXEMPTI ON

s 5480. Rural Investnent Tax Exenption.

The California Infrastructure and Econoni c Devel opnent Bank (Cl EDB) Board
deternmines who is eligible to receive a Partial Exenption from sales or use
taxes imposed on the gross receipts fromthe sale of and the storage, use or
ot her consunption in this state of Eligible Tangi ble Personal Property and
monitors eligible entities for conmpliance with the requirements of the Partia
Exenpti on.

Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1,

Revenue and Taxation Code. Reference: Section 6378.1, Revenue and Taxati on
Code.

HI STORY

1. New section filed 8-15-2002; operative 9-14-2002 (Regi ster 2002, No. 33).
s 5480.1. Definitions.
The followi ng definitions apply to this chapter

(a) "Applicant” neans a natural person or business entity submitting an
Appl i cati on.

(b) "Application" means a witten request for an Eligibility Letter submtted
to the CIEDB Board containing the information required in Section 5480. 2.

(c) "Attainnment Date" neans the date an entity attains an Investnent of one
hundred fifty mllion dollars ($150,000,000) and fills 500 new Direct Jobs plus
Supporting Jobs, including a mninmmof 175 Direct Jobs, each as described in
section 5480.1(i).

(d) "Authorized Applicant Representative" means the Chief Financial Oficer,
or equivalent, of the Applicant.

(e) "Certification Letter" neans a letter witten by an Authorized Applicant
Representative to the CIEDB Board confirnm ng that the Applicant has attained
the required investnent of one hundred fifty mllion ($150,000,000) and filled
the 500 new Direct Jobs plus Supporting Jobs, each as described in Section
5480. 1(i).

(f) "CIEDB Board" means the board of directors of the California
Infrastructure and Econoni c Devel opnment Bank within the California Technol ogy,
Trade and Conmerce Agency.

(g) "Conmencenent Date" neans the first day of the Applicant's Fiscal Year
cont ai ni ng January 1, 2001.

(h) "Direct Jobs" neans FTE Enpl oyees in the County where the Eligible
Facility is |ocated.



(i) "Eligible Entity" means an Applicant that |ocates or expands an Eligible
Facility and conplies with all of the follow ng:

(1) The Applicant makes an I nvestnment of at |east one hundred fifty mllion
dol  ars ($150, 000, 000) in the county in which an Eligible Facility is |ocated.
In calculating the Investnent, only Investnents nade between the Commencenent
Date and the date one year after the Partial Exenption Use Date (unless
extended pursuant to an approved Extension Request) shall be included in the
cal cul ati on;

(2) The Applicant maintains the Investnent described in subsection (1) in the
Qualified County for at |east 24 nonths follow ng the Attai nment Date.

(3) The Applicant creates a m ninum of 500 new Direct Jobs plus Supporting
Jobs, including a mninmmof 175 new Direct Jobs, in the county in which an
Eligible Facility is located. In calculating the Direct Jobs and Supporting
Jobs, only those Direct Jobs and Supporting Jobs filled between the omencenent
Date and the date one year after the Partial Exenption Use Date (unless
extended pursuant to an approved Extension Request) shall be included in the
calculation. "New' as used in this section neans an FTE Enpl oyee hired into a
position not previously held by another enployee of the Applicant.

(4) The Applicant maintains the 500 new Direct Jobs plus Supporting Jobs
described in subsection (3) in the Qualified County for at |east 24 nonths
following the Attai nnent Date.

(j) "Eligible Facility" neans the physical location within a Qualified County
owned or |eased by the Eligible Entity.

(k) "Eligibility Letter" neans the witten notification fromthe Cl EDB Board
to the Applicant required pursuant to Revenue and Taxati on Code Section

6378. 1(g) stating that the Applicant is eligible to request a Partia

Exenpti on.

(I') "Eligible Tangi bl e Personal Property" nmeans ' Tangi bl e Personal Property’
as defined in California Code of Regulations, Title 18, section 1525.7.

(m "Exenption Allocation Letter" means the written notification fromthe
CIEDB Board stating that the Applicant has received a specified amunt of
Partial Exenption for the indicated year

(n) "Extension Request" neans a written request by an Applicant to extend by
up to 12 nonths the Attai nment Date.

(o) "FTE Enpl oyee" means one or nore enpl oyees collectively enpl oyed by the
Applicant for 1,750 hours per year and not noved, transferred, or displaced
fromother California | ocati ons owned or operated by the Applicant or related
entity. As used in this subsection, "related entity” nmeans an entity that the
Appl i cant owns 51% or nore of or another entity that owns 51% or nore of the
Appl i cant.

(p) "Intent of Revocation Letter" neans witten notification fromthe Cl EDB
Board to the Board of Equalization and the Applicant stating that the Applicant
is no longer an Eligible Entity. The letter shall include the effective date of
t he revocation, which shall be the date the CIEDB Board determ nes that the
Applicant failed to nmeet the Eligible Entity requirenments in Section 5480.1(i).
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(q) "Investnent" means noney spent by the Applicant in the county where the
Eligible Facility is located for the follow ng: Construction, renovation, and

acquisition of all lands, structures, real property, rights, rights-of-way,
franchi ses, |icenses, easenents, and interests acquired or used in the county,
i ncl udi ng:

(1) The cost of denolishing or removing any buil dings or structures;
(2) The cost of all machinery and equi pment | ocated in the county; and

(3) The cost of architectural, engineering, and |legal services, plans,
speci fications, estimates, and other expenses necessary or incidental to the
construction or acquisition of a building or structure in the county.

(r) "NAICS" nmeans North Anerican Industrial Classification System code
publ i shed by the United States O fice of Management and Budget, 1997 edition

(s) "Partial Exenption" neans an exenption fromonly those taxes inposed by
Sections 6051, 6051.3, 6201, and 6201.3 of the Revenue and Taxati on Code on the
gross receipts fromthe sale in this state of, and the storage, use or other
consunption in this state of Eligible Tangi bl e Personal Property purchased by
an Eligible Entity.

(t) "Partial Exenption Use Date" means the earliest date on which the Eligible
Entity purchases the Eligible Tangi bl e Personal Property upon which it applies
any Partial Exenption.

(u) "Qualified County" nmeans a California county with an average annua

unenpl oyment rate of five percentage points or nore above the statew de average
for the nost recent cal endar year as determ ned by the State of California,

Enpl oynent Devel opnent Depart nment.

(v) "Request" nmeans a request for a Partial Exenption allocation

(w) "SIC'" nmeans the Standard Industrial Cassification Manual published by the
United States O fice of Managenent and Budget, 1987.

(x) "Supporting Jobs" neans the estimted nunmber of full tine equival ent

enpl oyees created in the Eligible County determ ned by use of the United States
Department of Conmerce, Bureau of Econom c Anal ysis' Regional |nput-Qutput
Multipliers RIMS Il for the
county.

Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1,
Revenue and Taxation Code. Reference: Section 6378.1,
Revenue and Taxation Code.

HI STORY

1. New section filed 8-15-2002; operative 9-14-2002 (Register 2002, No. 33).

s 5480.2. Eligible Entity Application

(a) A conplete Application consists of a witten request containing all of the
following itemns:

March 2003 3



(1) Nanme of Applicant;
(2) Address of Eligible Facility;

(3) Primary classification code fromthe SIC or NAICS for the Eligible
Facility;

(4) Applicant contact person nanme, title, address, phone number, fax nunber
and emi |l address;

(5) Date the Application is signed,

(6) Signature of an Authorized Applicant Representative;

(7) The following information relating to Direct Jobs:

(A) For FTE Enpl oyees hired on or before the date of the Application:
1. The job title of each enpl oyee;

2. The date of hire of each enpl oyee

3. The primary job | ocation for each enpl oyee. As used in this subsection
"primary job | ocation" neans the |ocation where the enpl oyee perforns a nini num
of 50% of their work duties;

4. The hours worked by each enployee in the last year. |If the enployee has
been empl oyed | ess than one year and the position was in existence prior to the
hiring of the enployee, include the hours allocated to this position prior to
the hiring of this enployee. If the position has existed for |Iess than a year
the nunber of hours for the position when extrapol ating existing hours to an
annual i zed basis, e.,g. 600 hours for 6 nmonths is a 1,200 hour annualized
position. In no case shall one enployee, or one job position, if nore than one
person held the sane job position (e.g. one enployee left the firmand was
repl aced wi th anot her enpl oyee) account for nore than 1,750 hours annually; and

5. A certification by the Authorized Applicant Representative that as of the
date the Application is signed each enployee listed is still working for the
Appl i cant at approximately the FTE Enpl oyee hours listed in the Application
their primary job location is in the county where the Eligible Facility is
| ocated, and the Direct Jobs and Supporting Jobs will be naintained for at
| east 24 nonths follow ng the Attai nnent Date.

(B) For FTE Enpl oyees to be hired after the date of the Application;

1. The job title of each enployee that will be hired;

2. The estimted date of hire of each enpl oyee;

3. An estimate of annual hours of enploynent for that enpl oyee; and

4. A certification that the Applicant has a good faith intention to hire
enpl oyees for the job positions as listed, approximtely when |isted, agrees
and understands that each enpl oyee nust be primarily enployed in the county

where the Eligible Facility is |ocated and nust be mmintained for at |east 24
nont hs followi ng the Attai nment Date.
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(8) Detailed listing of the items making up the Investnment including the
follow ng information:

(A) For item(s) already purchased:

1. Date of purchase;

2. Amount and proof of purchase, e.,g. invoice;

3. Description of itemand use; and

4. A certification that as of the date the Application is signed this portion
of the Investnment is still owned by the Applicant, located in the county where
the Eligible Facility is located, and that the Investnment will be owned by the
Applicant and maintained in the county for at |east 24 nonths after the
At t ai nnent Dat e.

(B) For iten(s) to be purchased in the future;

1. Estimted date of purchase;

2. Estimated ampbunt of purchase and written basis for the estimte, e.g.
i nvoi ces, purchase orders or vendor naterials;

3. Description of itemand use; and

4. A certification that the Investnment will be nade by the Applicant and
| ocated in the county where the Eligible Facility is |located, and that the
I nvestnment will be owned by the Applicant and nmaintained in the county for at

| east 24 months after the Attai nnent Date.

Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1,
Revenue and Taxati on Code. Reference: Section 6378.1,

Revenue and Taxati on Code.

HI STORY

1. New section filed 8-15-2002; operative 9-14-2002 (Regi ster 2002, No. 33).

s 5480.3. Partial Exenption Allocation Request.

(a) A conplete Request, when subnitted with an Eligible Entity Application,
shal | consist of the follow ng:

(1) The anmpunt of Partial Exenption requested for the current year
(2) The Partial Exenption Use Date, if known;

(3) Acertification that the Request is based on a good faith estimte by
Applicant to fully utilize the amunt of the Request; and

(4) A certification that includes the follow ng | anguage: "I hereby certify

that [name of Eligible Entity] will [or has] purchased during cal endar year
20__ tangi bl e personal property neeting the requirenents of the California Code
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of Regul ations, title 18, section 1525.7 in an anmount that would entitle [name
of Eligible Entity] to a partial exenption of [amount], pursuant to Revenue
and Taxation Code section 6378.1;"

(b) A conplete Request, when subnitted subsequent to the Eligible Entity
Application, shall consist of a witten docunent signed and dated by an
Aut hori zed Applicant Representative and containing all of the follow ng
i nformati on:

(1) Nanme of Applicant;
(2) Address of Eligible Facility;

(3) Primary classification code fromthe SIC or NAICS for the Eligible
Facility;

(4) Applicant contact person nane, title, address, phone nunmber, fax nunber
and emi |l address;

(5) The anmpunt of Partial Exenption requested for the current year
(6) The Partial Exenption Use Date, if known;

(7) Acertification that the Request is based on a good faith estimte by
Applicant to fully utilize the amunt of the Request;

(8) Acertification that includes the follow ng |anguage: "I hereby certify
that [nanme of Eligible Entity] will [or has] purchased during cal endar year
_____tangible personal property neeting the requirenents of the California Code
of Regulations, title 18, section 1525.7 in an amount that would entitle [name
of Eligible Entity] to a partial exenption of [anmpunt], pursuant to Revenue
and Taxation Code section 6378.1;" and

(9) For Applicants that have already received a Eligibility Letter

(A) A copy of the Eligibility Letter.

(B) A certification by an Authorized Applicant Representative that the
Applicant is on schedule to neet the Investnment, and filling of new Direct Jobs

pl us Supporting Jobs, each as required by section 5480. 1(i).

(C) A copy of any Certification Letter that was subnitted as described in
Section 5480.7.

(D) A Copy of Extension Requests granted pursuant to Section 5480.6, if
appl i cabl e.

(E) A copy of any previously received Exenption Allocation Letter(s); and
ei t her

1. The Partial Exenption Use Date; or
2. Witten authorization for the CIEDB Staff to obtain confirmation fromthe

Board of Equalization that the Applicant has not used
the Partial Exenption.
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Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1,
Revenue and Taxation Code. Reference: Section 6378.1,
Revenue and Taxation Code.

HI STORY

1. New section filed 8-15-2002; operative 9-14-2002 (Register 2002, No. 33).

s 5480.4. Application and Request Process.

(a) The ClIEDB Board shall establish the date of the CI EDB Board neeting for
Applications and Requests to be considered at the beginning of each cal endar
year. ClIEDB shall provide notice of this nmeeting via the mail to individuals on
its Interested Parties List, post on the CIEDB Wbsite, and file an
advertisenent in the California Regulatory Notice Register at |east 30 days
prior to the application deadline. Any person may be placed on the Interested
Parties List by notifying the Cl EDB Board.

(b) The deadline for all Applications and Requests shall be 60 days prior to
the established ClIEDB Board neeting. All Applications and Requests must be
post marked at | east 60 cal endar days prior to the ClEDB Board neeting
designated in subsection (a).

(c) If the Application or Request is either inconplete or does not docunent
intent to nmeet the requirenments of an Eligible Entity, the ClEDB Board shal
send a witten notice of deficiency not later than 15 days fromthe date the
Application is received by the ClEDB Board. The notice of deficiency shal
state what itens in the Application or Request nust be corrected to be conplete
and/ or docunent intent to be an Eligible Entity. The Applicant will have ten
cal endar days to submit to the CIEDB Board witten correction to the
defi ci ency.

(d) An Application shall be considered conplete if it is postmarked by the
deadl i ne provided in subsection (b), conplies with Section 5480.2 and if
applicable, conplies with the provisions in subsection (c) of this section. A
Request shall be considered conplete if it is postmarked by the deadline
provi ded in subsection (b), conplies with Section 5480.3, and if applicable,
conplies with the provisions in subsection (c) of this section

(e) CIEDB Board staff shall reconmend approval of all conplete Applications
and Requests, and recommend di sapproval of inconplete Applications or Requests
unl ess all of the deficiencies are corrected within the tinmefrane specified in
subsection (c).

(f) The CIEDB Board shall adopt a resolution for each applicant approved as an
Eligible Entity and execute an Eligibility Letter. The Eligibility Letter
shall remain valid until and unless the CIEDB Board i ssues an Intent of
Revocation Letter.

Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1,
Revenue and Taxation Code. Reference: Section 6378.1, Revenue and Taxation
Code.

HI STORY
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1. New section filed 8-15-2002; operative 9-14-2002 (Register 2002, No. 33).

s 5480.5. Partial Exenption Allocation

(a) At the CIEDB Board neeting established in Section 5480.4(a), the ClEDB
Board shall allocate the five mllion dollars $5,000,000) aggregate nmaxinum
Partial Exenption for the then current cal endar year to Eligible Entities
requesting a Partial Exenption including those Eligible Entities authorized at
t he sane neeting.

(b) No Eligible Entity shall be authorized to request an amount in excess of
five million dollars ($5,000,000) per year

(c) If the Partial Exenption anpunts requested by all conplete Requests
exceeds five mllion dollars ($5,000,000), the amount available for the
allocation to each Eligible Entity shall be a percentage based upon the anmount
requested by each entity in conparison to the other requests. A fornula shal
be used where the nunmerator is the dollar anmount requested by a single conplete
Eligible Entity's Request and the denominator is the total dollar amunt of al
conplete Eligible Entity Requests.

(d) Eligible Entities seeking a Partial Exenption for the 2001 cal endar year

wi |l be considered through the sane allocation process as described in Section
5480. 3 during the 2002 cal endar year neeting established in section 5480.4(a).
Requests that are approved by the CIEDB Board will receive an Exenption

Al'l ocation Letter for the 2001 cal endar year. The Eligible Entity will present
this letter to the Board of Equalization for direction in processing a refund.

(e) CIEDB Board will issue an Exenption Allocation Letter to each Eligible
Entity indicating the anount of the Partial Exenption that is awarded to the
Eligible Entity for the current year as determ ned by subsection (c).

(f) The Eligible Entity awarded the Exenption Allocation Letter shall submt
the letter to the Board of Equalization as provided in California Code of
Regul ations, Title 18, Section 1525.7(c)(1).

(g) The Eligible Entity shall notify the CIEDB Board of the Partial Exenption
Use Dat e.

Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1.
Revenue and Taxation Code. Reference: Section 6378.1, Revenue and Taxati on
Code.

Hl STORY
1. New section filed 8-15-2002; operative 9-14-2002 (Regi ster 2002, No. 33).
s 5480.6. Attai nnent Date Extension Request.
(a) An Eligible Entity that determines it will not attain the required

I nvest ment of one hundred fifty mllion dollars ($150,000,000) and the hiring
of 500 new Direct Jobs plus Supporting Jobs, each as required in section
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5480. 1(i) within one year of Partial Exenption Use Date shall be authorized to
submt an Extension Request to the Cl EDB Board. An Extension Request nust be
post marked no |l ater than one year following the Partial Exenption Use Date.

(b) An Eligible Entity may only submit one Extension Request.

(c) The conpl ete Extensi on Request shall consist of a witten request signed
and dated by an Authorized Applicant Representative containing all the
foll owing information:

(1) A copy of the original Application;
(2) A copy of the Eligibility Letter
(3) The Partial Exenption Use Date;

(4) The anpunt of Investnent attained and nunmber of Direct Jobs created to
dat e;

(5) A detailed description of the reasons for not being able to attain

I nvestnent and filling 500 new Direct Jobs plus Supporting Jobs, each as
requi red by section 5480.1(i), within one year of the Partial Exenption Use
Dat e; and

(6) Acertification that the Applicant has a good faith belief that the
Applicant will fill 500 new Direct Jobs plus Supporting Jobs and attain the
I nvest nent of one hundred fifty nmillion dollars ($150,000,000), each as
required in section 5480.1(i), within two (2) years of the Partial Exenption
Use Date, and describing the basis for the belief.

(d) The CIEDB shall include on the agenda for a ClEDB Board neeting schedul ed
within 60 cal endar days followi ng the receipt of a conplete Extension Request
consi deration of the Extension Request and notify the Applicant of the neeting
not | ater than 20 cal endar days prior to the neeting

(e) The CIEDB staff shall reconmend approval of the Extension Request upon a
finding that the Extension Request evidenced conpliance with both of the
fol | ow ng:

(1) Extraordinary circunstances beyond the control of the Applicant exist that
have prevented the attai nment of the one hundred fifty mllion dollar
($150, 000, 000) Investrment and filling of the 500 new Direct Jobs plus
Supporting Jobs; and

(2) The extraordinary circunstances will not prevent the one hundred fifty
mllion dollar ($150,000,000) Investnent and filling of the 500 new Direct Jobs
pl us Supporting Jobs frombeing attained within two years of the Partia
Exenmpti on Use Date.

(f) As used in subsection (e), "Extraordinary Circunstances" nmeans the del ay
is due to circunstances beyond the Applicant's control

(g) The CIEDB Board will issue a witten notification to the Eligible Entity
i ndicating the results of the Extension Request.
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Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1,
Revenue and Taxation Code. Reference: Section 6378.1, Revenue and Taxation
Code.

HI STORY

1. New section filed 8-15-2002; operative 9-14-2002 (Register 2002, No. 33).

s 5480.7. Certification Letter Process for Notifying ClEDB Board of |nvestnent
and Job Creation Attai nment.

(a) An Eligible Entity that has attained, within one year of the Partia
Exenption Use Date (unless extended pursuant to an approved Extension Request)
the mni mum I nvest nent of one hundred fifty mllion dollars ($150, 000, 000) and
the filling of 500 new Direct Jobs plus Supporting Jobs, each as required in
section 5480.1(i), shall submt a Certification Letter to the ClEDB Board to
be postmarked within 30 cal endar days followi ng the Attai nment Date.

(b) The Certification Letter, signed by the Authorized Applicant
Representative, shall be postmarked not |ater than 30 cal endar days follow ng
the Attai nnent Date and shall include the foll ow ng:

(1) The nanme of the Applicant;

(2) The nane, address, phone nunber, fax nunber and enmil address of the
Aut hori zed Applicant Representative;

(3) The Partial Exenption Use Date; and

(4) Attach the Exenption Allocation Letter

Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1,
Revenue and Taxation Code. Reference: Section 6378.1, Revenue and Taxati on

Code.

HI STORY

1. New section filed 8-15-2002; operative 9-14-2002 (Register 2002, No. 33).

s 5480.8. Mnitoring Process.

(a) The CIEDB Board shall determine if Eligible Entities utilizing the Partia
Exenpti on awarded by the ClIEDB Board have net all of the follow ng
requi renents:

(1) Subnmitted a Certification Letter docunenting both the Investnents nade and
500 new Direct Jobs plus Supporting Jobs within one year of the Partia
Exenption Use Date (unless extended pursuant to an approved Extension Request);
and

(2) The Eligible Entity has attai ned and maintai ned the Investnent, and 500
new Di rect Jobs plus Supporting Jobs.
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(b) If CIEDB staff determ nes that any Eligible Entity has not net the
requi renent in subsection (a) it will mail to the Eligible Entity an Intent of
Revocation Letter.

(c) Eligible Entities that receive an Intent of Revocation Letter shall be
authorized to request an opportunity to be heard in front of the CIEDB Board to
contest the Intent of Revocation Letter. Any such request nust be nmade in
writing to the CIEDB Board and postnmarked not |ater than 15 cal endar days
following mailing of the Intent of Revocation Letter

(d) The CIEDB Board shall agenda all Intent of Revocation Letters at the next
regul arly schedul ed Board neeting, held on or after 30 days fromthe date of
the mailing of an Intent of Revocation Letter. Upon adoption of the Intent of
Revocation Letter, the CIEDB Board shall mail the Intent of Revocation Letter
to the Board of Equalization and to the Eligible Entity within 7 cal endar days
of its adoption.

Note: Authority cited: Section 11152, Governnent Code; and Section 6378.1,
Revenue and Taxation Code. Reference: Section 6378.1,
Revenue and Taxation Code.

HI STORY

1. New section filed 8-15-2002; operative 9-14-2002 (Register 2002, No. 33).
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CALI FORNI A CODE OF REGULATI ONS
TI TLE 18. PUBLI C REVENUES
DI VI SION 2. STATE BOARD OF EQUALI ZATI ON - BUSI NESS TAXES
CHAPTER 4. SALES AND USE TAX
ARTI CLE 3. MANUFACTURERS, PRODUCERS, PROCESSORS
CHAPTER 4. SALES AND USE TAX

s 1525.7. Rural Investnent Tax Exenption.

(a) CGeneral. Commencing on and after January 1, 2001, and before January 1,
2006, section 6378.1 of the Revenue and Taxation Code authorizes the Rura

I nvest nent Tax exenption (hereafter "Partial Exenption") which provides a
partial exenption from sales or use taxes inposed on the gross receipts from
the sale of, and the storage, use, or other consunption in this state, of
tangi bl e

personal property as defined in subdivision (b)(6) by an eligible entity as
defined in subdivision (b)(3).

For the period commencing on January 1, 2001, and endi ng on Decenber 31, 2001
the Partial Exenption applies to the taxes inposed by sections 6051 and 6201 of
the Revenue and Taxation Code (4.75%, but does not apply to the taxes i nposed
pursuant to sections 6051.2 and 6201.2 of the Revenue and Taxation Code, the
Bradl ey-Burns Uni form Local Sales and Use Tax Law, the Transactions and Use
Tax Law, or section 35 of article XIII of the California Constitution

For the period commencing on January 1, 2002, the Partial Exenption applies to
the taxes inposed by sections 6051, 6051.3, 6201, and 6201.3 of the Revenue and
Taxation Code (5%, but does not apply to the taxes inposed pursuant to
sections 6051.2 and 6201.2 of the Revenue and Taxati on Code, the Bradl ey-Burns
Uni form Local Sal es and Use Tax Law, the Transactions and Use Tax Law, or
section
35 of article XIII of the California Constitution.

The California Infrastructure & Econoni c Devel opnment Bank (Cl EDB) Board, part
of the California Technol ogy, Trade & Commerce Agency, determ nes who is
eligible to receive this Partial Exenption and nonitors eligible entities for
conpliance with the requirenents of the Partial Exenption. As the aggregate
anmount of this Partial Exenption is limted, the ClH EDB Board determ nes the
anount of this Partial Exenption available to each eligible entity.

(b) Definitions. For purposes of this regulation:

(1) "Board" refers to the Board of Equalization

(2) "CIEDB Board" refers to the California Infrastructure & Econom c
Devel opnent Bank Board.

(3) "Eligible entity" neans any entity that neets all of the follow ng:

(A) The entity is deenmed eligible for the Partial Exenption in witing by the
Cl EDB Boar d.
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(B) The entity has been pre-qualified, and re-qualified as applicable, by the
Board and registered to hold a California seller's permt or maintain a
consunmer use tax account.

(4) "Primarily" means used 50 percent or nmore of the tine in a qualified
county for the one-year period follow ng the date of purchase of the property.
Tangi bl e personal property shall not be considered used for any period of tine
that the property is |located outside a qualified county, regardless of how the
property is used while outside the qualified county.

(5) "Qualified county" nmeans a California county with an average annua

unenpl oyment rate of five percentage points or nore above the statew de average
for the nost recent cal endar year as determ ned by the State of California,

Enmpl oyment Devel opnent Depart ment.

(6) "Tangi bl e personal property" includes all of the follow ng:

(A) Machinery and equi prent within the nmeani ng of subsection (a)(6) of

Regul ation 1521 of the Sal es and Use Tax Regul ations, including conponent parts
and contrivances such as belts, shafts, noving parts, and operating structures.
The terms al so i nclude conveyance systens and assenbly lines wi thout regard to
the manner of affixation to real property.

(B) Al equipnent or devices used or required to operate, control, regulate,
or maintain the machinery including, without |limtation, conputers, data
processi ng equi pnment, and conputer software, including both operating programns
and application prograns, together with all repair and replacenent parts with a
useful life of one or nore years therefor, whether purchased separately or in
conjunction with a conplete nmachi ne and regardl ess of whether the machine or
conmponent parts are assenbled by the taxpayer or another party. Repair and
replacenent parts with a useful life of nore than one year may qualify for this
Partial Exenption even where such itens are expensed for incone tax purposes
under the special provisions of section 179 of the Internal Revenue Code (26
US. C s 179).

(7) "Tangi bl e personal property" does not include any of the follow ng:

(A) Any tangi ble personal property that is used primarily in admnistration,
general managenent, or marketing.

(B) Furniture, inventory, or equipnent used to store products.

(C) Any property for which a credit is clainmed under either Section 17053. 49
or 23649 of the Revenue and Taxation Code.

(D) Materials or fixtures within the nmeaning of subsections (a)(4) and (a)(5),
respectively, of Regulation 1521 of the Sales and Use Tax Regul ati ons,

i ncluding such itens set forth in Appendices A and B of Regul ation 1521

(E) Fuels.

(F) Real property.

(c) Partial Exenption Certificates.

(1) Obtaining and Miintaining the Partial Exenption Certificate. To obtain a
Partial Exenption certificate, an entity nust be pre-qualified by the Board,
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registered to hold a California seller's pernit or maintain a consuner use tax
account, and be deened eligible for the Partial Exenption by the Cl EDB Board.
An entity shall include in its application a copy of its witten notification
fromthe ClEDB Board verifying the entity's eligibility and the anopunt

all ocated by the CIEDB Board for use by that eligible entity pursuant to the
Partial Exenption. Partial Exenption certificates issued to eligible entities
will contain a control nunber and expiration date for verifying the entity's
status as an eligible entity. To maintain a Partial Exenption certificate it
may be necessary to re-qualify with the Board periodically in accordance with
Revenue and Taxation Code section 6378.1. A Partial Exenption certificate is
not valid if it has not been issued by the Board or if it is accepted after the
expiration date on the certificate. Eligible entities that have been pre-
qualified or re-qualified, as applicable, may reproduce the issued certificates
as needed for their qualifying purchases.

The Partial Exenption certificates issued by the Board will be in
substantially the sane format as they appear in Appendices A and B of this
regul ation. Eligible entities who purchase or |ease tangi ble personal property
froman in-state retailer or an out-of-state retailer obligated to collect the
use tax must provide the retailer with a Partial Exenption certificate in order
to
claimthe Partial Exenption. The Partial Exenption Use Tax Decl aration nust be
conpleted by an eligible entity to claima Partial Exenption fromuse tax on
purchases of tangible personal property froman out-of-state retailer not
obligated to collect the use tax.

For purposes of this regulation, it is presuned that a seller accepts a
Partial Exenption certificate froma purchaser in good faith in the absence of
evi dence to the contrary.

(2) Cdaimng the Partial Exenption.

(A) In General. The Partial Exenption fromsales or use tax authorized under
this part shall not be allowed unless:

1. The eligible entity furnishes the retailer with a Partial Exenption
certificate no |l ater than 60 days after the date of purchase; and

2. The retailer tinmely files a sales and use tax return claimng the Partia
Exenption and, together with that tinmely return, provides the Board with a copy
of the Partial Exenption certificate.

(B) Exclusions. Except as provided in subdivision (c)(2)(C) below, retailers
claimng the Partial Exenption in timely filed returns will not be required to
furnish the Board with copies of Partial Exenption certificates for sales or
| eases of tangi ble personal property nmade by a retailer at any single physica
| ocation to a single eligible entity that do not exceed an aggregate
total of $25,000 during a single calendar quarter. Regardless of the tota
quarterly sales per purchaser, however, when necessary for the efficient
adm nistration of the Sales and Use Tax Law, the Board nmay, on 30 days witten
notice, require a retailer to comence furnishing the Board with copies of al
certificates on a quarterly basis pursuant to subdivision (c)(2)(A)2.

(C) Retention and Availability of Certificates. A retailer nust retain each
Partial Exenption certificate received froman eligible entity for a period of
not | ess than four years fromthe date on which the retailer clains a Partia
Exenpti on based on the Partial Exenption certificate.
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Wt hin 45 days of the Board's request, retailers must furnish to the Board any
and all Partial Exenption certificates, or copies thereof, received from
eligible entities, including Partial Exenption certificates for aggregate sal es
or |l eases of $25,000 or less to a single eligible entity made at any single
physical |ocation of the retailer during a single cal endar quarter

(3) Partial Exenption Use Tax Declaration. A Partial Exenption fromthe use
tax shall not be allowed unless the eligible entity:

(A) Tinely files a sales and use tax return or consumer use tax return for the
period in which the purchase occurs and tinmely pays any applicable tax in ful
that is excluded fromthis Partial Exenption as provided in subsection (a) of
this regulation; and

(B) Attaches a conpleted Partial Exenption Use Tax Declaration (Appendix B) to
the sales and use tax return or consuner use tax return that is tinmely filed
wi th the Board.

(d) Refund of Partial Exenption.

(1) For the period comencing on January 1, 2001, and ending on June 30, 2002,
an eligible entity may claimthe Partial Exenption on qualified purchases from
an in-state retailer or an out-of-state retailer obligated to collect the use
tax by furnishing the retailer with a Partial Exenption certificate on or
bef ore Septenber 30, 2002. The retailer nust refund the tax or tax
rei mbursenent directly to the purchaser or, at the purchaser's sole option, the
purchaser may be credited with such amount. In the event that the retailer has
al ready reported and paid the tax to the Board, the retailer must file a
written claimfor refund on or before October 31, 2002.

(2) An eligible entity who paid sales tax on a qualified sale or paid use tax
on a qualified purchase and who failed to claimthe Partial Exenption as
provided by this regulation may file a claimfor refund equal to the amunt of
the Partial Exenption that he or she could have claimed pursuant to this
regul ati on. The procedure for such a claimshall be the sanme as for other
clainms for refund filed pursuant to Revenue and Taxation Code Section 6901. For
transactions subject to use tax, an eligible entity filing a claimfor refund
of the Partial Exenption has the burden of establishing that he or she was
entitled to claimthe Partial Exenption with respect to the amobunt of refund
clained under this part. For transactions subject to sales tax, a person filing
a claimfor refund of the Partial Exenption has the burden of establishing that
the purchaser of the qualified property otherwise net all the requirenments of
an eligible entity at the tine of the purchase subject to the refund cl ai med
under this part.

(e) I nproper Use of Partial Exenption.

(1) Conversion of Property to a Use Not Qualifying for the Partial Exenption.
Not wi t hst andi ng subdi vision (a), this Partial Exenption shall not apply to any
sale of, or the storage, use, or other consunption in this state of property
that, within one year fromthe |ater of the date of purchase of the property or
the date that the property was first placed into service by the purchaser
in an exenpt use, is: (i) removed froma qualified county, (ii) converted from
an exenpt use under this regulation to sone other use not qualifying for the
Partial Exenmption, or (iii) used in a manner not qualifying for the Partia
Exenpti on under this regul ation.
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For purposes of this regulation, property is converted to a use not qualifying
for the Partial Exenption if, without limtation, the property, or any interest
in the property, or possession or control of the property, is either directly
or indirectly sold, transferred, |eased, or assigned to an entity who is not an
eligible entity on the date the property is sold, transferred, |eased,
or assigned to such non-eligible entity. In the case of a corporation that, as
an eligible entity, purchases tangible personal property under this Partia
Exenption and then, within one year fromthe later of the date of purchase of
the property or the date that the property was first placed into service by
that corporation in an exenpt use, either directly or indirectly transfers that
property to its parent corporation that is not an eligible entity on the date
of the transfer of property to the parent corporation, that property has been
converted to a use not qualifying for the Partial Exenption.

Tangi bl e personal property shall not be considered used in a qualifying manner
for any period of tine that the property is located outside a qualified county,
regardl ess of how the property is used while outside such a county.

(2) Purchases by Ineligible Entities. Notw thstandi ng subdivision (a), this
Partial Exenption shall not apply if the ClIEDB Board subsequently determn nes
that a purchaser is not an eligible entity pursuant to Revenue and Taxati on
Code section 6378. 1.

(3) Purchases Exceeding the Partial Exenption Allotnent. Notw thstanding
subdi vision (a), this Partial Exenption shall not apply to any sale of, or the
storage, use, or other consunption in this state of tangible personal property
purchased by an eligible entity that exceeds the ampunts allocated by the Cl EDB
Board for use by that eligible entity pursuant to the partial exenption.

(f) Purchaser's Liability for the Paynent of Sal es Tax.

(1) If a purchaser tinely submits a copy of a Partial Exenption certificate to
the seller or Partial Exenption Use Tax Declaration to the Board, and then
within one year fromthe |ater of the date of purchase of the property or the
date that the property was first placed into service by the purchaser in an
exenpt use, the purchaser either (i) renoves that property froma qualified
county, (ii) converts the property froman exenpt use under this regulation to
some other use not qualifying for the Partial Exenption, or (iii) uses that
property in a manner not qualifying for the Partial Exenption under this
regul ation, then, in that event, the purchaser shall be |liable for paynent of
the sales tax, with applicable interest, to the sane extent as if the purchaser
were a retailer making a retail sale of the property at the time the property
was so removed, converted, or used.

(2) A purchaser providing a Partial Exenption certificate accepted tinely and
in good faith by the seller or a Partial Exenption Use Tax Declaration to the
Board for tangi ble personal property that does not qualify for the Partia
Exenption is |liable for paynment of the sales tax, with applicable interest, to
the sane extent as if the purchaser were a retailer making a retail sale of
the property at the tinme the property was purchased.

(g) Leases to Qualifying Persons.

(1) Leases -In General. Subject to all the limtations and conditions set
forth in this regulation, this Partial Exenption may apply to rental receipts
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paid by an eligible entity with respect to a | ease of tangi ble persona
property to the eligible entity.

(2) Leases -Acquisition Sale and Leaseback. An eligible entity will be
regarded as having paid sales tax reinbursement or use tax with respect to that
eligible entity's purchase of property, within the neaning of those words as
they are used in section 6010.65 of the Revenue and Taxation Code, if the
eligible entity has paid all applicable taxes with respect to the acquisition
of the property, notwi thstanding the fact that the sale and purchase of the
property may have been subject to the Partial Exenption fromtax provided by
this regul ation.

(3) Subsequent Lease of Property Acquired Subject to Partial Exenption. If an
eligible entity has acquired property subject to the Partial Exenption provided
by this regulation and has paid all applicable taxes at that acquisition, the
property will be regarded as property as to which sales tax reinbursenent or
use tax has been paid, and the subsequent |ease of that property will not be
subject to tax nmeasured by rental receipts.

(h) Records. Adequate and conplete records nust be nmintained by the eligible
entity as evidence that the property purchased qualifies under the provisions
of this regulation and that the property was used by the eligible entity. The
eligible entity nust also maintain detailed records to show the amobunt of the
tax benefit derived fromthis Partial Exenption as each eligible entity wll
have an annual |inmt established by the Cl EDB Board.

The Board shall, within one year after being notified by the ClEDB Board that
an entity has not fulfilled the requirenments of Revenue and Taxation Code
section 6378.1, exam ne the books and records of the entity, and issue a
determ nation of any liabilities due.

(i) Operative Date. This regulation is operative as of January 1, 2001 and
expi res December 31, 2005 unless Revenue and Taxation Code section 6378.1 is
extended by an act of the Legislature.

Note: Authority cited: Section 7051, Revenue and Taxati on Code.
Ref erence: Section 6378.1, Revenue and Taxation Code.

HI STORY

1. New section and appendices A and B filed 6-7-2002; effective 7-7-2002;
operative 1-1-2001 pursuant to Revenue and Taxation Code sections 7051 and
6378. 1 (Register 2002, No. 23).

Appendi ces A and B are not included in this electronic version
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